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Dear Commissioner Burns,

On September 1, 2011, you requested that Arizona Public Service Company (APS or Company)
and other companies respond to several specific issues regarding their respective 2012 Renewable Energy
Standard (RES) Implementation Plans. Because several of these issues are germane to the Company's
pending application for approval of its 2012 RES Implementation Plan and RES Adjustor, APS is
submitting its response in the referenced docket.

Additionally, during Special Open Meeting on August 17, 2011, you requested that the utilities
provide a calculation of the RES Adjustor that reflects costs only for firm contractual commitments that
exist today, without any additional acquisition of renewable resources. That calculation for APS has been
provided in response to your Question #8 below. The Company is also providing a calculation of the
RES Adjustor for the APS 2012 RES Implementation Plan for each proposed Option for each of the
Plan’s five program years as Exhibit A to this letter.

For the convenience of the parties to this proceeding, each of your questions and the
corresponding answer 1s either provided below or included as part of a corresponding exhibit.

Question #1: At the end of 2011, what, in terms of percentage and megawatts, will the following
companies have reached on renewable energy output?

a. APS

b. TEP

C. UNS
Response: By the end of 2011, APS estimates it will achieve a total of 440 MW of in-service
DESPOoNSc y

renewable resources, which corresponds to approximately 124% of overall RES compliance. Table 1
below outlines estimated 2011 compliance energy and capacity by resource category. Please note that APS
is required by Decision No. 71448 to acquire renewable resources 1n excess of the RES targets.
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Table 1. Estimated 2011 APS RES Compliance by Category

MW MWh 2011 RES Target % of 2011 RES Target

Renewable Generation 283 782,432 633,517 124%

Residential Distributed Energy ! 55 110,696 105,586 105%
Non-Residential Distributed Energy * 102 153,000 105,586 145%
[ Total 440 1,046,128 844,689 124%)

1. Annualized Energy Production

Question #2:  Are there any projects that are in process, through the end of 2011, which will increase

the percentage in the next year, or a following year?

a. APS
b. TEP
C. UNS
Response: Yes. APS has committed to numerous projects for both utility scale renewable

generation and distributed energy resources that are not currently on-line, but are expected to become
operational after year end 2011, and will add to the Company’s compliance percentage in future years.
Exhibit B to this letter provides estimated energy that will be available to APS for compliance purposes
after year-end 2011.

Question #3:  If there were no REST, would you be investing in Renewable Energy?

a.  If yes, how different would your individual company’s investment plan be than the
one-size-fits-all approach of the REST?

Response: APS would be mnvesting in Renewable Energy even if there were no REST.

At the time the REST was implemented, most utilities, including APS, made resource planning
decisions based predominately on calculating which resource was “least cost” with a very narrow view on
how “cost” was determined. Today, with the tremendous amount of uncertainty around available
conventional resources—whether natural gas price volatility, potential regulation of carbon for coal, or
uncertain capital cost and regulatory requirements for new nuclear—many utilities view portfolio
diversification as the optimal way to manage resource uncertainty. Renewable resources are essentially
resources with a higher capacity cost but very low operating costs compared to conventional resources,
and which hedge against the risk of future costs or uncertainty that may affect these other resources.

Also, standards like the REST were viewed as ways to help drive down the future cost of
renewable resources. In fact, as the market matures, renewable energy costs are quickly approaching parity
with new natural gas fired resources, thus enhancing the value that these resources provide for a more
balanced and diversified portfolio.
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As your question notes, the REST 1s a one-size-fits-all standard and so individual utility
mmplementation absent 2 REST could differ. Given the need to establish a well diversified portfolio of
energy resources that include renewable sources, APS’s near term approach would have been consistent
with the overall renewable resource commitments in the 2009 Rate Settlement, in which APS agreed to
renewable energy levels through 2015. These commitments were for total renewable energy levels, not
segmented into utility scale or distributed. Establishing distributed energy levels is more a policy matter for
the Commission, as was done at the time the REST was created in Arizona. Although they would not
likely be a focus of utility resource planners absent a REST, APS supports those distributed energy
standards at their current levels because they are part of the REST, and believes that distributed energy
offers an element of customer choice and participation that is different than with utility scale resources.
After 2015, the timing of investments in renewable resources could be either accelerated or slowed based
on how costs move toward parity and whether integration issues are encountered. Ideally, optimal
renewable resource portfolio levels would be established in the resource planning process, and reviewed
and adjusted periodically.

Question #4:  If the REST required you to reach percentages in terms of renewable energy output, per
year, but didn’t carve out specific requirements, how would you allocate the resources as an individual
company?

a.  Therefore, what 1s the most economic and efficient way, from the ratepayer’s
position, of reaching the required REST percentages?

Response: *  Resource planning considerations require consideration of many technology, cost, and
customer growth variables and are based on several assumptions and criteria. Given the rapid changes in
price and technology seen with renewable resources, it is important to maintain diversity within a utility’s
renewable resource portfolio. For example, just as it 1s important to maintain a diverse portfolio of
resources including natural gas, coal, nuclear, efficiency and renewables, it is as important to have a diverse
portfolio of renewable technologies, sizes, locations and types. APS has applied this approach throughout
its implementation of the RES, and so would likely have sought a similar mix of resources.

a.  Generally speaking, utility scale renewable generation costs less than smaller
distributed generation over the life of the asset. As such, from a pure cost standpoint, the more cost
effective method of reaching the required REST percentages would be to reduce the amount of distributed
energy in the portfolio, whether utility-owned or customer-owned. However, there are non-price benefits
associated with distributed energy that could be considered.

Question #5:  In what year do you anticipate that incentives will no longer be necessary?

Response: APS’s ability to achieve the annual DE requirements with reduced incentive levels in
2010 and 2011, suggests that customer interest in solar may outpace the need for incentives within the next
several years. However, a specific timeframe for elimination of mcentives is difficult to estimate. Declines
in the cost of equipment, installations, and the availability of alternative financing solutions in the last
several years have contributed to both high customer interest and the gradual reduction of incentive levels.
Using the 2012 RES plan that is currently before the Commussion as a reference, if the Commission were
to start the DE residential incentive at $1.00/watt for 2012 and continue the previously approved timing
of step-down reductions of incentives, this incentive level would likely be eliminated in approximately five
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years, 1f not sooner. APS intends to continue to monitor future cost trends and customer demand to
determine the appropriate incentive levels and pace of decline.

Question #6: The rapid reservation rate is $1.00, why not apply that across the board?

Response: APS believes it is reasonable to contemplate beginning the 2012 program year with a
$1.00/watt residential PV incentive, should the Commission support this approach.

Question #7:  PBI/UFT: please compare and contrast the differences and attributes of PBI and UFL.
a.  PBI or UFT: Which is more expensive, in the long-term, for the ratepayer?

Response: The APS Distributed Energy (DE) Program offers two standard incentive options: up-
front mcentives (“UFI”) and production-based incentives (“PBI”). UFIs are those incentives where the
participant receives a one-time payment based on the installed DE system’s designed capacity, or a one-
time payment based on the first-year energy savings provided by the DE system. This type of incentive is
applied to all standard residential mnstallations and smaller non-residential installations.

PBI payments apply to larger non-residential systems and are received by the participant over time
based on agreed upon contract terms. APS has developed an analysis that compares the costs of UFIs and
PBIs as you have requested. The costs in that analysis are competitively confidential and are being
provided under seal.

Question #8: When considering only on-going contracts in effect at the end of 2011, how much are
they budgeted to cost in each year of the next 5 years?
a.  What surcharge would they require each of the next 5 years?

Response: The total amount that would be collected through the RES budget for actual signed
contracts as of September 2011, as well as current approved program commitments for which APS
anticipates additional contracts will be executed prior to year end, ranges from approximately $89 million
in 2012 to over $103 million in 2016. Budget amounts for these contracts for each year of the APS 2012
RES Implementation Plan, along with the portion of the RES adjustor required to support those
commitments, are provided in the attached Exhibit C. It is important to note that the costs included in
this Exhibit are external and do not include any administrative costs that would be needed to service the
agreements, issue recurring incentive payments, or other required activities associated with program
administration. The cost of service expenses associated with these commitments, which are typically about
10% of the program’s total annual budget, would also need to be recovered in some manner.

Question #9:  If your company has budgeted a REST plan for each of the next 5 years, how much is
the anticipated total surcharge residential cap going to be 5 years from now?

Response: In the Company’s 2012 Implementation Plan, APS proposed three separate budget
options for its five-year plan horizon (2012-2016). Table 2 provides projected residential surcharge caps
under each of these options. Note that in 2013 and 2015, the surcharge caps are lower than the prior year
because the revenue requirement associated with utility-owned resources is moved to base rates—an
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appropriate action because these APS-owned resources are providing energy and supply portfolio

diversification to all customers.

Table 2. Residential Surcharge Caps for the APS 2012 RES IP (§/month)

=

i

5.211

2012 5.96 6.41
2013 4.75 5.16 5.87
2014 7.74 7.93 8.67
2015 6.52 6.74 7.22
2016 7.15 6.98 7.29
Question #10:  How much have you budgeted next year for marketing and advertising? How much of
a percentage of the total budget 1s marketing and advertising?
a. APS
b. TEP
c. UNS
Response: APS has budgeted $3 mullion for customer programs and tools, as well as more

traditional marketing and advertising efforts. ‘This represents-2.4% of the proposed Option 1 budget.
Included in this budget amount are a variety of important programs, customer tools, and outreach
materials that are improving the quality of solar installations, providing essential information about APS
incentive availability and program performance, and increasing the awareness of APS and third-party
renewable energy product and service offerings. These efforts —which are very different from traditional
marketing and advertising—are important in ensuring the ongoing effectiveness and value of the
investment APS and its customers are making in renewable energy. As an example, APS’s Qualified Solar
Installer program is providing professional standards and training to third-party installers to improve the
quality of installations and ensure the safe and reliable operation of rooftop systems. Other work-force
training, programs, and tools are described in Exhibit D and provide similar benefits to APS customers
and the Arizona renewable energy industry.

The portion of the APS budget designated for advertising as pait of Exhibit D provides for a
variety of outreach methods to describe developments in APS programs and customer cost saving

! Calendar year 2014 includes the first full year of operational costs for Solana.

2 The proposed residential surcharge cap for Option 1 in 2012 is different from that provided in the Company’s
originally filed 2012 RES IP. In Decision No. 72592 dated September 15, 2011, the Commuission granted APS’s
request to modify its residential incentives by maintaining a $1.00/watt photovoltaic incentive level through the end
of 2011. This Decision will allow the Company to provide incentives to more residential projects than originally
expected i 2011, thereby increasing the MWh available to APS in 2012 to meet compliance. The Company’s
proposed Option 1 reflects the minimum budget necessary to achieve compliance under both the Commission’s
RES rules and the most recent APS rate case settlement. The lower incentive decreases the cost required in 2012 to
meet compliance by approximately $5 million.
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opportunities. More customers are getting information about APS programs from a wider variety of
sources, including web content, trade shows, and interactive displays or deployments. APS’s budget for
these activities has been scaled back significantly from prior years to complement the increased awareness
of renewable energy programs. These efforts have been designed to maximize the benefits to customers
and stakeholders at the lowest possible cost and remain an important investment for customers seeking

information about APS program offerings.

Thank you for the opportunity to address your questions and concerns. APS looks forward to
further discussing the development of renewable resources for Arizona.

P
-

.
A

Sincegely, /Z/
T AT

w4 g
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Copies of the foregoing delivered this 30"
day of September, 2011, to:

Court Rich

Rose Law Group

6613 N. Scottsdale Road, Ste. 200
Scottsdale, AZ, 85250

Janice Alward

Arizona Corporation Commission
1200 W. Washington St.

Phoenix, AZ, 85007

Steve Olea

Arizona Corporation Commission
1200 W. Washington St.

Phoenix, AZ, 85007

Timothy M. Hogan

Attorney for Western Resource Advocates
Arizona Center for Law in the Public
Interest

202 E. McDowell rd, Suite 153

Phoenix, AZ 85004 '

Daniel W. Pozefsky

Chief Counsel

RUCO

1110 West Washington, Suite 220
Phoenix, AZ 85007

Lyn Farmer

Arizona Corporation Commission
1200 W. Washington St.

Phoenix, AZ, 85007

C. Webb Crockett

Fennemore Craig P.C.

3003 N. Central Ave., Suite 2600
Phoenix, AZ, 85012-2913

Scott S. Wakefield

Ridenour, Hienton & Lewss, P.L.L.C
201 N. Central Ave., Suite 3300
Phoenix, AZ, 85004-1052

David Berry

Western Resource Advocates
P.O. Box 1064

Scottsdale, AZ 85252-1064
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Projected RES Adjustor Rates
2012 RES Implementation Plan Budget Scenarios by Option

2012-2016
Option 1 Budget Residential Small C&I Large C&I|
(in SM) $/kwWh Cap Cap Cap
2012" 129.2 ) 0.013586 $ 543 S 201.84 S 605.53
2012’ 124.0 S 0.013013 S 521 S 19333 § 575.99
2013 1154 S 0.011877 $ 475 S 176.47 S 529.40
2014 189.2 S 0.019349 S 774 S 28746 S 862.39
2015 164.4 S 0.016288 S 6.52 S 24199 § 725.96
2016 184.9 S 0.017865 S 715 S 265.43 S 796.28
! As filed in APS's July 1, 2011 plan.
?Inclusive of the modification of 2011 residential grid-tied PV incentives to $1/watt per Commission Decision No. 72592.
Option 2 Budget Residential Smalil C&i Large C&I
(in SM) $/kWh Cap Cap Cap
2012 141.2 $ 0.014907 $ 5.96 S 22147 S 664.40
2013 124.8 S 0.012894 S 516 S 19158 $ 574.73
2014 193.7 ) 0.019823 S 793 S 294,52 § 883.56
2015 169.8 S 0.016838 S 6.74 S 250.16 $ 750.47
2016 180.7 S 0.017450 $ 6.98 S 259.25 § 777.76
Option 3 Budget Residential Small C&lI Large C&l
(in $SM) $/kWh Cap Cap Cap
2012 151.5 S 0.016037 $ 6.41 S 238.27 S 714.81
2013 141.2 S 0.014679 S 587 S 218.09 $ 654.26
2014 211.2 S 0.021671 S 867 S 32196 $ 965.89
2015 181.5 S 0.018040 S 7.22 S 268.03 S 804.08
2016 188.4 S 0.018214 S 7.29 S 27061 $ 811.84
Notes:
a) 2013 and 2015 assumes the first full year of a transfer of revenue requirements for utility-owned resources from the
RES Adjustor into base rates.
b) The 2014 budget includes the first full year of opérational costs for Solana.
c) In 2016, RES requirements increase by a full 1% resulting in a 6% of retail energy sales in this year.
|
|
|
|
Exhibit A
Page1of1
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